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ENVIRONMENTAL  PROTECTION 
AGENCY 

40  CFR  Part  35 
|WH  FRL  1643-7] 

State  and  Local  Assistance;  Grants  for 
Construction  of  Treatment  Works 

agency:  Environmental  Protection 
Agency. 

action:  Notice  of  proposed  rulemaking. 

summary:  This  proposed  rulemaking 
amends  the  regulations  governing  the  „ 
cost-effectiveness  analysis  of  Facility 
Plans  prepared  under  grants  for 
construction  of  treatment  works  under 
Title  II  of  the  Clean  Water  Act.  The 
revisions  replace  the  present  4%  cost 
escalation  factor  for  natural  gas  with 
tables  of  regional  escalation  rates  over 
10  and  20  year  time  periods  for  fossil 
fuels  and  electricity.  The  revisions  also 
require  grantee  consideration  of  State 
energy  plan  provisions.  These  changes 
affect  only  40  CFR  35  Subpart  E, 
Appendix  A,  paragraph  6d. 

DATES:  Proposed  effective  date:  The 
amendments  are  effective  for  Step  1 
grants  awarded  60  days  after  the 
publication  date  for  the  final  rule. 

Earlier  use  by  the  grantee,  is  optional. 
comment  date:  Comments  on  this 
notice  of  proposed  rulemaking  must  be 
submitted  by  January  2, 1981. 

ADDRESS:  Comments  (in  duplicate  if 
possible)  should  be  addressed  to  Central 
Docket  Section  (A-104),  Docket  Number: 
G-80-4.  Environmental  Protection 
Agency.  401  M  Street  SW,  Washington, 
DC,  20460.  Comments  previously 
received  on  the  proposed  rules  may  be 
inspected  at:  Central  Docket  Section, 
Environmental  Protection  Agency,  West 
Tower  Lobby — Gallery  1,  401  M  Street 
SW,  Washington,  DC,  between  8  a.m. 
and  4:00  p.m.,  business  days. 

FOR  FURTHER  INFORMATION  CONTACT: 
Wen  Huang,  Facility  Requirements 
Division  (WH-595),  Environmental 
Protection  Agency,  401  M  Street  SW, 
Washington  DC.  20460,  202/426-4445. 
SUPPLEMENTARY  INFORMATION: 

1.  Background 

Executive  Order  12185,  Conservation 
of  Petroleum  and  Natural  Gas,  signed  by 
the  President  on  December  17, 1979,  and 
published  December  19, 1979,  at  44  FR 
75093  mandates  that  each  Federal 
agency  identify  its  financial  assistance 
programs  most  likely  to  offer 
opportunitites  for  significant 
conservation  of  petroleum  and  natural 
gas. 

It  further  directs  that  a  list  of  these 
programs  be  published  for  public 


comment  so  that  the  public  may  provide 
suggestions  for  rules  that  would 
encourage  energy  conservation.  This  list 
was  published  in  the  Federal  Register  of 
February  7, 1980,  at  45  FR  8534.  It 
included  several  EPA  programs 
including  the  Construction  Grants 
Program  (Section  201  of  the  Clean  Water 
Act  of  1977),  which  provides  Financial 
assistance  to  municipalities  for  the 
construction  of  publicly-owned 
treatment  works  (POTWS). 

After  examining  program 
requirements,  EPA  determined  in  a 
notice  of  proposed  rulemaking, 
published  in  the  Federal  Register  of  May 
7, 1980  at  45  FR  30376,  that  a  regulatory 
change  is  necessary  to  implement  E.O. 
12185,  for  the  Construction  Grants 
Program.  EPA  determined  further  that 
the  proposed  change  should  provide  a 
cost-escalation  schedule  for  pricing 
energy  (petroleum,  natural  gas,  and 
electricity)  in  calculating  the  most  cost- 
effective  wastewater  treatment  system 
or  component  part.  The  notice  also 
stated  that  EPA,  after  it  completed  its 
review  of  the  Department  of  Energy’s 
schedule  of  energy  prices,  would  publish 
in  the  Federal  Register  for  public 
comments  the  proposed  regional 
escalation  factors  for  the  cost-  ' 
effectiveness  analysis,  and  a  proposed 
requirement  that  facility  planning  take 
into  account  applicable  provisions  of 
State  energy  plans. 

2.  Present  and  Proposed  Uses  of  Energy 
Escalation  Factors  in  Cost-Effectiveness 
Analysis 

The  Cost-Effectiveness  Analysis 
Guidelines  represent  EPA’s  policies  and 
procedures  for  determining  the  most 
cost-effective  wastewater  treatment 
system  or  component  part.  The 
guidelines  apply  to  the  planning  of  all 
wastewater  treatment  projects  for  which 
Federal  grant  assistance  is  being  sought. 
The  guidelines  are  published  as 
Appendix  A  of  the  Construction  Grants 
Regulations  (40  CFR  35,  Subpart  E). 

The  Agency’s  cost-effectiveness 
analysis  procedures  presently  call  for 
use  of  constant  dollar  values  to 
represent  the  worth  of  goods  and 
services  required  for  a  project  over  time. 
This  constant  dollar  approach,  rather 
than  implying  no  future  inflation, 
assumes  that  the  costs  of  all  resources 
involved  in  treatment  works 
construction  and  operation,  will 
increase  at  about  the  same  rate  on  a 
long-term  basis.  As  exceptions, 
however,  certain  cost  escalation 
allowances  are  provided  for  land 
natural  gas,  recognizing  that  the  real 
values  of  these  items  are  likely  to 
increase  faster  over  time  than  those  of 
other  goods  and  services  required  for 


construction  and  operation  of 
wastewater  treatment  facilities. 

The  Department  of  Energy’s 
Information  Administration  (EIA)  has 
projected  future  price  increases  for 
certain  energy  inputs  for  wastewater 
treatment  and  other  purposes  relative  to 
the  general  projected  inflation  rate. 
Accordingly,  the  Agency  proposes  to 
revise  the  guidelines  to  require 
escalation  of  these  energy  prices 
(difference  between  total  projected 
energy  costs  and  the  general  inflation 
rate)  over  the  20-year  planning  period 
for  wastewater  treatment  works.  This 
would  encourage  selection  of  facilities 
requiring  less  energy. 

3.  Coordination  with  State  Energy  Plans 

Facility  planning  should  take  into 
account  applicable  provisions  of 
existing  State  energy  plans. 

Accordingly,  the  Agency  proposes  to 
revise  the  cost-effectiveness  guidelines 
to  require  that  grantees  consider  such 
State  energy  plans  in  future  facility 
planning. 

4.  Comments  Received  to  Date 

The  one  comment  we  have  received  to 
date  on  the  proposed  revisions  supports 
the  escalation  of  energy  prices  in  the 
analysis  of  alternative  wastewater 
management  systems;  however,  the 
comment  suggests  that  EPA  carefully 
review  the  factors  before  incorporating 
them  into  regulation.  EPA  has  reviewed 
the  EIA  projections  very  carefully  for 
use  by  the  program,  and  although  EPA 
recognizes  that  long-term  projections 
entail  uncertainty  the  projections  seem 
reasonable  at  this  time.  The  factors,  and 
the  effect  of  their  use,  are  subject  to 
review  and  possible  update  each  year. 

Paragraph  6d  of  Appendix  A  to 
Subpart  E  of  40  CFR  35  is  proposed  to  be 
revised  as  follows: 

Appendix  A — Cost-Effectiveness 
Analysis  Guidelines 

***** 

d.  Prices.  (1)  The  applicant  shall 
calculate  the  various  components  of 
costs  on  the  basis  of  market  prices 
prevailing  at  the  time  of  the  cost- 
effectiveness  analysis.  The  analysis 
shall  not  allow  for  inflation  of  wages 
and  prices,  except  those  for  land,  as 
described  in  paragraph  6h(l)  and  for 
energy.  This  stipulation  is  based  on  the 
implied  assumption  that  prices,  other 
than  the  exceptions,  for  resources 
involved  in  treatment  works 
construction  and  operation,  will  tend  to 
change  over  time  by  approximately  the 
same  percentage.  Changes  in  the  general 
level  of  prices  will  not  affect  the  results 
of  the  cost-effectiveness  analysis. 

Energy  prices  shall  be  escalated  at  a 
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compound  rate  for  the  appropriate  fuel, 
region  and  time  period  as  shown  on  the 
tables  below  unless  the  Regional 
Administrator  determines  that  the 
grantee  has  justified  use  of  a  greater  or 
lesser  percentage  based  on  the  regional 
differentials  between  historical  energy 
price  escalation  and  construction  cost 
escalation.  Land  prices  shall  be 
appreciated  as  provided  in  paragraph 
6h(l).  Both  historical  data  and  future 
projections  support  the  energy  and  land 
price  escalations  relative  to  wastewater 
treatment.  Price  escalation  rates  may  be 
updated  periodically  in  accordance  with 
Agency  guidelines. 

(2)  Grantees  must  consider  the 
applicable  provisions  of  existing  state 
energy  plans  during  facility  planning. 
Example 

Town  A,  N.J.  decided  to  build  an  8 
MGD  activated  sludge  process  plant. 

The  following  data  are  provided: 

Capital  Cost  . . . .  $18,000,000. 

Electricity . . . . .  $200.000/yr. 

Gas  (Natural  Gas) . . .  $150,000/yr.  (mainly  for 

sludge  incineration!. 

Other  O&M  Cost . .  $700,000/yr. 

Interest  rate . . . . . ....  7%. 

Planning  period . . . .  20  yrs.  (1980  2000). 

All  the  costs  are  at  average  1980  price 
levels. 

The  procedure  for  present-worth 
analysis  follows: 

1.  From  Tables  1  and  2,  the  energy 
cost  escalation  factors  for  electricity 
and  natural  gas  for  the  period  of  1980- 
2000  were  developed  for  Town  A,  N.J. 
from  Region  II  data.  The  results  are 
presented  in  Figures  1  and  2. 

2>  Present  Worth  Analysis: 


Capital  Cost . .. . $18,000,000 

Salvage  Value  (assumed) . 0 

Other  O&M  Costs:  $700,000  X 

10.594(PWF)  1 . 7,415,800 


Electricity:  From  Figure  1,  if  1980  price 
is  1.00,  that  of  1990  is  1.14  and  that  of 
2000  is  1.19.  The  present  worth  can  be 
calculated  as  follows: 

$200,000  X  10.594(PWF)  *,  +  $200,000 
X  0.014  X  27.71 6{PWFGS)  *,  + 

$200,000  X  0.14  X  5.386(MPWF)  J, 

+  $200,000  X  0.005  X 

14.089(MPWFGS)  4 . . . $2,361,300 

Natural  Gas:  From  Figure  2,  if  price  for 
1980  is  1.00,  that  for  1990  is  1.35  and  that 
for  2000  is  1.36.  The  present  worth  can 
be  calculated  as  follows: 

$150,000  X  10.594(PWF).  +  $150,000  X 
0.035  X  27.716{PWFGS),  + 

$150,000  X  0.35  X  5.386(MPWF),  + 
$150,000  X  0.001  X 

14.089(MPWFGS) . $2,019,500 


Total  Present- Worth  Value....  29.796,000 


1  PWF  =  Present  Worth  Factor. 

2  PWFGS  =  Present  Worth  Factor  of  a  Gradient 
Series. 

3  MPWF  =  Modified  Present  Worth  Factor  = 
PW'F/(1  +  ip. 

4  MPVVFGS  =  Modified  Present  Worth  Factor 
of  a  Gradient  Series  =  PWFGS/(1  =  ip. 
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Service  Report  SR/IA/80-01  April  1980^  °recasts  for  the  Annual  Report  to  Congress,  1979 


EIA  "Short-Term  Energy  Outlook"  May  1980 

EIA  "Annual  Report  to  Congress"  DOE/EIA  -  0173  (79/3),  May  1979 

EIA  "Preliminary  1985,  1990,  and  1995  Energy  Forecasts  for  the  Annual  Report  to  Congress,  1979 
Service  Report  SR/ I A/80-01  April  1980 


Cost  Escalation  Cost  Escalation 

Factor  in  %  (Region  ii)  Factor  in  %  (Region  IX) 
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Regulation  Development  Procedures 

Note. — Under  Executive  Order  12044,  EPA 
is  required  to  judge  whether  a  regulation  is 
“significant”  and.  therefore,  subject  to  the 
procedural  requirements  of  the  Order  or 
whether  it  may  follow  other  specialized 
development  procedures.  EPA  labels  the 
latter  as  “specialized."  I  have  reviewed  this 
regulation  and  determined  that  it  is  a 
specialized  regulation  not  subject  to  the 
procedural  requirements  of  Executive  Order 
12044. 

Dated:  October  28, 1980. 

Douglas  M.  Costle, 

Administrator. 

[FR  Doc.  80-34114  Filed  10-31-80: 6:45  am] 
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